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Title  4 — Accounts 

CHAPTER  III — COST  ACCOUNTING 
STANDARDS  BOARD 
PART  400 — DERNinONS 
Miscellaneous  Amendments 

Section  400.1(a)  is  amended  by  in¬ 
serting  the  following  definitions  alpha¬ 
betically: 

§  400.1  Definitions. 

(a)  •  *  * 

Asset  accountability  unit.  A  tangible 
capital  asset  which  is  a  component  of 
plant  and  equipment  that  is  capitalized 
when  acquired  or  whose  replacement  Is 
capitalized  when  the  imlt  is  removed, 
transferred,  sold,  abandoned,  demolished, 
or  otherwise  disposed  of. 

•  •  •  O  • 

Original  complement  of  low  cost  equip¬ 
ment.  A  group  of  items  acquired  for  the 
initial  outfitting  of  a  tangible  capital 
asset  or  an  operationsd  unit,  or  a  new  ad¬ 
dition  to  either.  The  items  in  the  group 
individually  cost  less  than  the  minimum 
amoimt  established  by  the  contractor 
for  capitalization  for  the  classes  of  as¬ 
sets  acquired  but  in  the  aggregate  they 
represent  a  material  investment.  The 
group,  as  a  complement,  is  expected  to  be 
held  for  continued  service  beyond  the 
current  period.  Initial  outfitting  of  the 
unit  is  completed  when  the  unit  is  ready 
and  available  for  normal  operations. 

0  0  *  0  m 

Repairs  and  maintenance.  Mainte¬ 
nance  is  the  regularly  recurring  activity 
of  keeping  assets  in  normal  or  expected 
operating  condition.  Repair  is  the  ac¬ 
tivity  of  putting  them  back  into  normal 
or  expected  operating  condition.  The  to¬ 
tal  endeavor  to  obtain  the  expected  serv¬ 
ice  during  the  life  of  tangltfie  capital 
assets  is  generally  called  repairs  and 
maintenance. 

0  0  0  0  0 

Arthur  Schoenhaut, 
Executive  Secretary. 
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PART  404 — CAPITALIZATION  OF 
TANGIBLE  ASSETS 

The  Standard  on  Capitalization  of 
Tangible  Assets  published  today  is  one 
of  a  series  being  promulgated  by  the  Cost 
Accounting  Standards  Board  pursuant 
to  section  719  of  the  Defense  Production 
Act  of  1950,  as  amended  (Public  Law  91- 
379,  50  U.S.C.  app.  2168),  which  provides 
for  the  development  of  Cost  Accounting 
Standards  to  be  used  in  connection  with 
negotiated  national  defense  contracts. 

Work  preliminary  to  the  development 
of  this  Standard  was  initiated  as  the  re¬ 
sult  of  recognition  that  the  general  sub¬ 
ject  of  fixed  asset  accounting  has  been 
the  source  of  continuing  problems  be¬ 
tween  contractors  and  the  Government 
concerning  equitable  determinations  of 
the  costs  attributable  to  performance  of 
specific  contracts.  The  problems  Include 
(1)  determination  of  the  acquisition  costs 


to  be  capitalized  as  opposed  to  those 
which  are  charged  against  revenues  of 
the  ciirrent  period,  (2)  determination  of 
appropriate  depreciation  charges  for  a 
gh^n  fiscal  period,  (3)  determination  of 
the  appropriate  allocation  of  deprecia¬ 
tion  charges  among  contractor  activi¬ 
ties,  and  (4)  determination  of  appropri¬ 
ate  techniques  for  treating  dispositions 
of  fixed  assets.  This  Standard  establishes 
the  begiiming  point  for  fixed  asset  ac- 
coimting  as  described  in  (1)  above.  It 
does  not  cover  the  other  related  topics. 

Early  research  on  this  Standard  in¬ 
cluded  an  extensive  review  of  available 
literature  on  the  subject  and  a  review 
of  decisions  of  contract  appeals  boards 
and  courts.  A  preliminary  analysis  of 
the  entire  topic  of  fixed  asset  account¬ 
ing  was  made  and  a  niunber  of  issues 
were  identified;  comments  on  this  anal¬ 
ysis  were  obtained  in  response  to  an  ex¬ 
tensive  mailing.  After  careful  evaluation 
of  the  comments,  the  Board  devdoped 
and  circulated  a  questionnaire  on  tangi¬ 
ble  fixed  asset  accoxmting  practices.  The 
replies  to  the  questionnaire  were  consid¬ 
ered  in  the  preparation  of  a  preliminary 
draft  of  the  Standard  on  CapitaUzation 
of  Tangible  Assets,  which  was.  In  turn, 
widely  distributed  for  informal  comment 
by  interested  parties. 

The  Standard  now  being  promulgated 
is  derived  from  the  proposal  which  was 
pubhshed  in  the  Federal  Register  for 
October  5,  1972,  with  an  invitation  for 
interested  parties  to  submit  data,  views, 
and  arguments  to  the  Board.  The  Board 
supplemented  that  Federal  Register 
publication  by  sending  copies  of  the  Fed¬ 
eral  Register  material  directly  to  orga¬ 
nizations  and  individuals  who  were  ex¬ 
pected  to  be  interested.  Responses  were 
received  from  107  sources,  including  in¬ 
dividual  cwnpanies.  Government  agen¬ 
cies,  professional  associations,  industry 
associations,  public  accounting  firms, 
universities,  and  others.  All  of  the  com¬ 
ments  have  been  carefully  considered  by 
the  Board. 

Most  of  those  who  commented  ex¬ 
pressed  general  concurrence  with  the 
provisions  of  the  propiosal.  Many  of  the 
contractors  who  commented  indicated 
that  their  practices  in  most  respects  al¬ 
ready  complied  with  the  Standard;  most 
suggested  that  the  proposal  should  be 
modified  only  in  a  few  respects.  The 
Board  takes  this  opportunity  to  express 
its  appreciation  for  the  helpful  sugges¬ 
tions  and  criticisms  which  have  been 
furnished.  Many  companies  and  individ¬ 
uals  have  devoted  significant  talent  and 
effort  to  the  improvement  of  this 
Standard. 

The  comments  below  summarize  the 
major  issues  discussed  in  connection  with 
the  October  5  proposal  and  explain  the 
major  changes  which  have  been  made. 

(1)  Adequacy  of  existing  situation. 
Some  commentators  contended  that  the 
Board  should  not  promulgate  any  rules 
in  this  area  because  the  applicable  prin¬ 
ciples  have  been  well  established  and 
accepted.  The  Board,  however,  finds  that 
the  existing  regulations  have  failed  to 
establish  reasonable  imiformity  of  capi- 


tallzatlcm  practices  among  comparable 
organizations. 

(3)  Specificity.  Some  Interested  par¬ 
ties  criticized  the  proposed  Standard  on 
the  basis  that  it  was  “too  procedural.” 
Those  who  commoit  in  this  vein  tend  to 
assert  that  this  Cost  Accounting  Stand¬ 
ard  should  deal  only  with  criteria  and 
policies.  Others  criticized  the  October  5 
pr(^30sal  as  being  too  general  and  failing 
to  provide  sufficient  guidance  about 
treatment  of  specific  types  of  costs  (such 
as  sales  tax)  or  certain  types  of  transac¬ 
tions  (such  as  deferred  maintenance) . 

The  Standard  provides  practical  im¬ 
plementation  for  the  basic  concept  of 
direct  identification  of  costs  with  final 
cost  objectives  to  the  maximum  practi¬ 
cal  extent.  The  acquisition  costs  of  tan¬ 
gible  assets  should  be  identified  and 
capitalized  wherever  the  service  lives  and 
amounts  involved  are  so  significant  that 
contract  costs  would  be  distorted  if  the 
acquisition  costs  were  not  capitalized. 
The  main  featime  of  this  Standard  is  the 
requiremoit  that  contractors  consistently 
apply  reasonable  capitalization  policies 
in  accordance  with  criteria  stated  in  the 
Standard. 

A  policy  for  capitalization  is  a  policy 
for  distinguishing  between  assets  and 
expenses.  Immediate  charge-off  is  justifi¬ 
able  as  a  practical  expedient  in  those 
situations  where  the  improved  allocation 
of  cost  aimmg  cost  objectives  and  ac¬ 
counting  periods  which  would  be  attain¬ 
able  by  capitalization  is  not  worth  the 
administrative  costs  which  would  be  re¬ 
quired.  Assets  with  either  short  service 
lives  or  minor  acquisition  costs  are  con¬ 
veniently  accounted  for  as  charges 
against  current  revenues. 

When  a  transaction  is  identified  as  the 
acquisition  of  a  tangible  capital  asset, 
the  full  cost  of  acquiring  the  asset  should 
be  capitalized.  The  Board  might  have  ap- 
iriied  this  concept  by  requiring  the  in¬ 
clusion  of  specific  elements  of  cost  in  the 
determination  of  acquisition  cost.  As  one 
example,  it  would  be  appropriate  in  con¬ 
cept  to  capitalize  sales  and  use  taxes  as 
a  part  of  the  acquisition  cost  because 
such  taxes  are  clearly  caused  by  the  ac- 
quisiticm.  However,  as  many  commen¬ 
tators  have  stated,  a  requirement  to  capi¬ 
talize  such  taxes  and  similar  costs  would 
require  significant  changes  in  contrac¬ 
tor’s  accounting  systems,  and  the  benefit 
from  siK5h  increased  uniformity  may  not 
exceed  the  expected  cost  to  contractors 
if  required  to  change  from  their  present 
practices.  The  Standard,  therefore,  does 
not  specifically  require  the  capitalization 
of  sales  or  use  taxes  or  other  collateral 
costs  of  acquiring  tangible  capital  assets. 
The  subject  remains  under  active  con¬ 
sideration  by  the  Board  and  if  further 
study  should  indicate  that  the  benefits 
from  increased  uniformity  in  this  area 
would  outweigh  probable  administrative 
costs,  the  Board  will  take  affirmative  ac¬ 
tion  on  this  subject. 

This  Standard  does  not  provide  pro¬ 
cedural  detail  for  determining  the  ac¬ 
counting  treatment  for  some  specific 
kinds  of  transactions  related  to  existing 
assets.  The  major  problems  encountered 
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in  practice  are  those  of  classification; 
once  specific  work  is  defined,  for  exam¬ 
ple,  as  “preventive  maintenance,”  “rou¬ 
tine  repair,”  “major  overhaul,”  "exten¬ 
sive  renovation,”  “addition,”  “better¬ 
ment,”  or  some  other  such  classification 
in  accordance  with  contractor  policy,  the 
appropriate  accounting  treatment  can 
readily  be  agreed  upon. 

The  Standard  leaves  latitude  to  the 
contractor  in  establishing  his  capitaliza¬ 
tion  policy,  but  it  provides  some  reason¬ 
able  limits.  A  major  purpose  of  Cost  Ac¬ 
counting  Standards  is  increased  uni¬ 
formity  and  consistency;  this  goal  im¬ 
plies  some  reduction  in  the  flexibility 
which  was  formerly  available. 

(3)  Capitalization  as  an  independent 
issue.  As  indicated  above,  the  research 
which  has  led  to  this  Standard  began  as 
a  broad  inquiry  into  a  nmnber  of  closely 
related  Issues.  Capitalization  is  only  one 
of  those  issues.  Interested  parties  have 
suggested  that  the  Board  should  not  is¬ 
sue  a  Standard  on  any  single  part  of  the 
subject  of  fixed  asset  accounting  until  it 
is  prepared  to  deal  comprehensively  with 
all  related  Issues.  The  major  objectioh  is 
that  changes  in  this  Standard  may  be 
found  to  be  appropriate  when  the  details 
of  a  Standard  on  depreciation  are  agreed 
upon. 

After  careful  consideration  of  all  is¬ 
sues  presented,  the  Board  is  confident 
that  the  Standard  being  promulgated  will 
be  compatible  with  future  Standards. 
Nonetheless  the  Board  acknowledges  that 
because  of  future  Standards,  or  for  other 
reasons,  modification  in  this,  or  indeed  in 
any  Standard  which  it  promulgates,  may 
be  necessary.  Should  such  modifications 
be  needed,  they  will  be  made.  This  Stand¬ 
ard,  by  helping  Identify  those  acquisi¬ 
tions  which  should  be  capitalized,  will 
be  useful  immediately  in  connection  with 
identifying  items  whose  cost  should  not 
be  allocated  to  current  contracts. 

(4)  Definition  of  tangible  capital  asset. 
The  term  “Tangible  Capital  Asset”  has 
already  been  defined  by  the  Board  in  con¬ 
nection  with  the  Cost  Accounting  Stand¬ 
ard  on  Allocation  of  Home  OfDce  Ex¬ 
penses  to  Segments.  The  definition  pro¬ 
vides  that  such  assets  “are  to  be  held  for 
continued  use  or  possession  *  •  •  for 
the  services  they  yield.”  Some  interested 
parties  have  suggested  that  this  defini¬ 
tion  could  apply  to  inventories  which  are 
held  for  sale.  The  Board  considers  that 
the  phrase  “for  the  services  they  yield” 
is  sufiBcient  to  show  that  the  term  does 
not  apply  to  inventories.  No  change  is 
deemed  necessary  in  the  published 
definition. 

(5)  Nature  0/ Kmifs.  The  Standard  re¬ 
quires  that  each  contractor  establish  and 
adhere  to  a  reasonable  capitalization 
policy.  The  Board  feels  that,  in  most 
cases,  the  contractor  is  best  able  to  deter¬ 
mine  what  policy  will  be  most  suitable 
for  his  situation,  and  that  all  interested 
parties  will  be  benefited  by  consistent  ap¬ 
plication  of  appropriate  criteria  for  dis¬ 
tinguishing  between  capital  items  and 
those  which  should  be  charged  off  at  time 
of  acquisition.  In  consideration  of  the 
possible  distortion  and  inequity  which 


might  result  from  application  of  an  im- 
reasonable  policy  (significant  amoimta 
of  long-term  fixed  asset  costs  charged  to 
expense  at  acquisition) ,  the  Board  con¬ 
sidered  the  desirability  of  a  specific  def¬ 
inition  of  the  limits  of  reasonableness. 
The  proposal  published  in  October,  as 
well  as  earlier  drafts  distributed  infor¬ 
mally,  included  the  requirements  that  the 
policy  deal  with  both  the  expected  serv¬ 
ice  life  and  the  acquisition  cost.  An  ac¬ 
ceptable  policy  would  not  allow  an  asset 
to  be  charged  off  immediately  against 
revenue  if  its  service  life  was  expected 
to  be  in  excess  of  2  years  and  its  ac¬ 
quisition  cost  was  in  excess  of  $500. 

The  Board  received  many  comments 
on  the  provision  of  these  specific  limita¬ 
tions.  Critics  have  used  the  term  “arbi¬ 
trary.”  The  Board  has  considered  care¬ 
fully  all  the  pertinent  points  and  has 
continued  the  limits  which  were  earlier 
proposed.  Disclosure  statements  and 
other  research  data  obtained  by  the 
Board  indicate  that  very  few  contractors 
will  be  required  to  change  their  present 
policies  and  those  few  required  changes 
will  impact  only  a  few  acquisitions.  A 
review  of  disclosure  statements  filed  with 
the  Board  Indicates  that  only  3  percent 
of  the  reporting  companies  had  dollar 
capitalization  criteria  in  excess  of  $500. 
In  addition,  the  fact  that  specific  limits, 
appropriate  today,  may  need  to  be  re¬ 
vised  in  the  future  is  not  a  reason  to 
avoid  establishing  them  today.  Limita¬ 
tions  can  be  revised  promptly  if  develop¬ 
ments  warrant  a  change. 

There  have  been  no  established  limits 
on  capitalization  policies.  Accordingly, 
wide  diversity  exists  among  contractors. 
The  Board  does  not  seek  to  establish  a 
single  uniform  accounting  system  for  all 
contractors,  but  it  believes  that  limits 
for  total  cost  and  usefiU  life  should  be 
placed  imder  some  uniform  constraints. 
Indeed,  the  Board  feels  that  prociure- 
ment  authorities  are  entitled  to  assurance 
that  contractor  ciu>italization  policies 
will  result  in  the  capitallzaticm  of  those 
acquired  assets  which  are  within  SE>ecific 
limits  of  reasonableness. 

(6)  Comparing  benefits  and  costs.  The 
Congress  provided,  in  section  719(g)  of 
the  Act  which  established  the  Board, 
that  in  promulgating  Cost  Accoimting 
Standards  “the  Board  shall  take  into  ac¬ 
count  the  probable  costs  of  implementa¬ 
tion  compared  to  the  probable  benefits.” 
Those  commenting  on  the  Board’s  work 
show  considerable  interest  in  this  aspect; 
the  comments  on  the  October  proposal 
included  a  number  of  remarks  on  this 
comparison. 

The  Board  considers  the  benefits  and 
the  costs  which  can  be  related  to  each 
specific  proposal  and  also  to  the  total 
program  of  developing  Cost  Accounting 
Standards.  This  Standard  has,  for  most 
contractors,  almost  no  cost.  It  requires 
the  adoption  of  a  policy;  most  contrac¬ 
tors  already  have  policies  which  comply 
with  the  criteria.  Some  contractors,  how¬ 
ever,  will  have  to  establish  or  modify 
capitalization  policies;  for  these  contrac¬ 
tors  there  may  be  costs.  Benefits  will  be 
available  Immediately;  contract  admin¬ 


istration  will  be  improved.  Once  a  capi¬ 
talization  policy  is  established  in  accord¬ 
ance  with  the  standard,  individual  ac¬ 
quisitions  can  be  handled  in  accordance 
adth  the  established  policy,  with  a 
reduction  in  controversy.  This  Standard 
establishes  the  beginning  point  for  the 
determination  of  the  costs  associated 
with  use  of  capitalized  tangible  assets. 
One  of  the  major  benefits  of  this  Stand¬ 
ard  is,  therefore,  the  provision  of  a  more 
imiform  basis  on  which  the  Government 
and  contractors  may  deal  with  deprecia¬ 
tion  expense. 

During  the  development  process  which 
led  to  this  Standard,  the  Board  asked 
for,  and  received,  a  nmnber  of  com¬ 
ments  from  contractors  about  the  likely 
costs  attributable  to  the  implementation 
of  a  proposal  such  as  this  one.  Most  re¬ 
plies  indicated  little  or  no  cost.  Some 
indicated  compliance  with  this  Stand¬ 
ard  will  cause  divergence  from  practices 
now  accepted  for  other  purposes.  The 
Board  has  found  no  requirement  imposed 
by  other  authoritative  bodies  for  con¬ 
tinuance  of  practices  inconsistent  with 
this  Standard.  Divergence,  therefore, 
will  occur  only  if  an  affected  contractor 
elects,  for  other  pmposes,  practices  in¬ 
consistent  with  the  criteria  set  forth  in 
this  Standard. 

The  Board  concludes  that  this  Stand¬ 
ard  will  provide  benefits  which  outweigh 
the  costs  of  implementation. 

(7)  Accounting  for  assets  acquired  by 
lease.  Many  commentators  suggested  to 
the  Board  various  methods  of  account¬ 
ing  for  assets  acquired  by  lease.  This 
problem  is  not  a  new  one.  Tangible  as¬ 
sets  can  be  acquired  by  various  kinds 
of  business  transactions  and  relation¬ 
ships.  The  accoimting  principles  related 
to  capitalization  are  most  readily  ap¬ 
plied  in  connection  with  purchases.  Some 
lease  agreements  provide  to  the  user  of 
an  asset  many  of  the  attributes  of  own¬ 
ership.  The  accounting  profession  has 
long  been  cognizant  of  difficulties  re¬ 
lated  to  determining  when  assets  ac¬ 
quired  by  lease  should  be  treated  as 
purchases. 

The  Board  agrees  that  assets  actually 
purchased  should  (if  otherwise  appro¬ 
priate  for  capitalization)  be  capitalized 
even  when  the  purchase  transaction  is 
in  the  form  of  a  lease  agreement. 

This  same  determination  must  be  made 
for  other  accoimting  purposes.  The  ac¬ 
counting  profession  is  now  guided,  in 
this  regard,  primarily  by  opinions  of  the 
Accounting  Principles  Board;  it  is  our 
understanding  that  the  Financial  Ac¬ 
counting  Standards  Board  will  soon  un¬ 
dertake  to  provide  a  new  statement  for 
the  profession  on  this  issue.  This  Board 
will  carefully  consider  all  authoritative 
statements  of  accounting  principles  to 
the  extent  that  it  can  do  so  while  main¬ 
taining  progress  toward  its  own  primary 
goal  of  increased  uniformity  and  con¬ 
sistency  in  cost  accounting  for  contracts. 

Those  lease  acquisitions  which  are 
treated  as  purchases  will  be  subject  to 
this  standard;  those  which  are  treated 
as  leases  will  for  the  time  being  be  sub¬ 
ject  to  the  existing  procurement  regula- 
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lions  which  deal  with  rental  costs.  The 
Board  is,  therefore,  willing  that  the  con¬ 
tractor  determine,  for  each  acquisition, 
whether  it  is  a  purchase  and  hence  sub¬ 
ject  to  his  capitalization  policy  (which 
must  comply  with  the  criteria  estab¬ 
lished  in  this  Standard)  or  a  rental 
transaction  and  hence  subject  to  estab- 
Ushed  regulations  on  rental  costs.  In 
either  case,  determination  of  the  rea¬ 
sonableness  of  the  lease  costs  remains 
the  responsibility  of  the  procurement 
agencies  and  is  not  dealt  with  here  by  The 
Cost  Accounting  Standards  Board. 

(8)  Investment  Credit.  The  October 
prcHHisal  included  a  specific  provision 
that  the  Investment  Ci^it  piu^uant  to 
the  Revenue  Act  of  1971,  Pirt)lic  Law 
92-178,  need  not  be  deducted  from  the 
purchase  price  of  tangible  capital  as¬ 
sets  in  establishing  the  acquisition  cost 
of  the  assets.  Several  intM^ted  parties 
criticized  the  language  used  in  this  pro¬ 
vision.  Public  policy  on  the  point  is  clear; 
the  Board,  by  including  a  specific  pro¬ 
vision,  did  not  Intend  to  change  the  sit¬ 
uation.  The  Investment  Ci^redlt  need  not 
be  deducted,  and  there  is  no  need  for  a 
i^pecific  provision  on  this  point.  The 
Board  has,  therefwe,  removed  the 
provisiMi. 

(9)  Indirect  cost  for  constructed  as¬ 
sets.  Hie  October  5  proposal  contained  a 
provisi(Hi  that  the  acquisiticm  costs  of 
assets  constructed  or  fabricated  by  a  con¬ 
tractor  should  include  the  Indirect  costs 
allocable  to  final  cost  objectives.  The 
Board  specifically  drew  attention  to  this 
treatment  of  such  assets  and  requested 
that  anyone  advocating  an  alternative 
treatment  should  set  it  forth  in  detail 
with  reasons  for  favoring  it.  Numerous 
commentators  opposed  the  Board’s  pro¬ 
posed  treatment  of  constructed  assets, 
stating  variously  that  the  allocation  of 
general  and  administrative  expenses  to 
such  assets  was  contrary  to  generally  ac¬ 
cepted  accounting  principles  (since  such 
epenses  are  period  costs),  was  not 
required  by  existing  Government  regula¬ 
tions,  and  no  one  accounts  for  such  as¬ 
sets  in  this  manner.  A  few  suggestions 
for  alternative  treatmoit  were  made. 
Most  of  them  dealt  with  allocating  to 
constructed  assets  only  variable  indirect 
costs  that  could  be  directly  identified 
with  the  assets  constructed. 

For  financial  reporting  purposes  some 
Indirect  costs  are  Identified  as  period 
costs  and  are  not  considered  to  be  Inven- 
torlable.  Consistent  application  of  the 
full  costing  concept  generally  applicable 
to  Government  contract  costing  is  not 
compatible  with  that  period  cost  concept; 
for  such  contract  costing,  all  costs — 
Including  those  otherwise  considered  as 
period  costs — must  be  associated  with 
final  cost  objectives.  The  October  5  pro¬ 
posal  identified  constructed  assets  as 
projects  which  should  be  treated  as  final 
cost  objectives  and  share  in  indirect  cost 
allocations.  This  treatment  Is  consistent 
with  the  costing  practice  which  would 
be  followed  if  the  Government  contracted 
for  the  construction  or  fabrication  of  the 
assets  in  question. 

The  Board  continues  to  be  the  view 
that  application  of  the  full  costing  tech¬ 


niques  appllcaUe  to  Government  con¬ 
tract  costing  requires  that  full  consid¬ 
eration  be  given  to  the  iq>pllcablllty  of 
fixed  overhead  Including  general  and  ad¬ 
ministrative  expense  to  constructed 
assets.  Some  fixed  overhead  at  the  opera¬ 
tions  level  and  certain  general  and  ad¬ 
ministrative  expenses  are  often  allocable 
to  constructed  assets  based  on  their 
beneficial  relationship  to  the  construc¬ 
tion  effort.  Costs  generally  not  so  alloca¬ 
ble  could  Include  selling  expenses,  bid 
and  proposal  expenses,  and  the  like. 

Therefore,  tangible  capital  assets  con¬ 
structed  which  are  Identical  with  or  sim¬ 
ilar  to  the  contractor’s  normal  product 
should  receive  an  appropriate  share  of  all 
indirect  cost  including  general  and  ad¬ 
ministrative  expenses.  In  addition,  other 
constructed  tangible  capital  assets  re¬ 
quiring  significant  indlrrct  support  also 
should  be  burdened  with  their  allocable 
share  of  Indirect  costs,  where  such  indi¬ 
rect  costs  are  material.  The  revised 
§  404.50(b)  reflects  this  position. 

(10)  Grouping  o/ assets. 'The  proposed 
standard  as  published  October  5  was  con¬ 
strued  by  a  number  of  readers  to  imply 
that  capital  assets  should  be  accounted 
for  on  a  imit  basis  and  not  in  groups.  The 
Board  did  not  intend  any  such  implica¬ 
tion.  The  Board’s  Interest  is  in  costing 
principles  and  the  requirement  to  capi¬ 
talize  does  not  extend  to  the  specific  type 
of  records  to  be  maintained. 

(11)  Rearrangement  costs.  Many  of 
the  controversies  related  to  capitaliza¬ 
tion  are  encountered  in  connection  with 
costs  incurred  subsequent  to  the  acquisi¬ 
tion  of  an  asset.  Routine  repair  costs  are 
imquestlonably  to  be  charged  off  against 
current  revenues,  while  costs  of  major 
betterments  are  clearly  to  be  capitalized. 
Costs  which  are  not  at  either  extreme 
are  more  difBcult  to  account  for.  The 
October  5  proposal  Included  a  restate¬ 
ment  of  the  principle  that  "costs  incurred 
subsequent  to  the  acquisition  of  a  tangi¬ 
ble  capital  asset  for  activities  which  ex¬ 
tend  the  life  or  incrrase  the  usefulness 
of  that  asset  (e.g.,  betterments)  and 
which  meet  the  contractor’s  established 
criteria  for  capitalization  shall  be  capi¬ 
talized.’’  This  aspect  of  the  proposal  was 
generally  favored  by  commentators.  The 
proposal  continued  with  the  requirement 
that  expenditures  for  rearrangement 
and  reconversion  of  tangible  capital  as¬ 
sets,  if  they  extend  the  life  or  increase 
the  usefulness  of  those  assets,  and  which 
meet  the  capitalization  criteria,  should 
be  capitalized.  This  requirement  has 
been  criticized;  many  contractors  assert 
that  rearrangement  costs,  as  they  use 
the  term,  should  never  be  capitalized. 

'The  Board  agrees  that  rearrangements 
of  the  sort  normally  expected  to  main¬ 
tain  the  usefulness  of  assets  should  not 
be  capitalized.  The  Board  expects  that 
rearrangements  of  the  sort  which  extend 
the  life  or  increase  the  usefulness  other¬ 
wise  anticipated  from  tangible  capital 
assets  will  be  classified  as  betterments 
and  capitalized  in  accordance  with  the 
requirements  of  the  standard.  Accord¬ 
ingly,  the  term  "rearrangement’’  has 
been  deleted  from  the  standard. 

(12)  l^iecial  purpoM  equipment.  Hie 


Board  has  received  a  number  of  sugges¬ 
tions  that  the  Standard  should  provide 
explicit  coverage  for  special  purpose  as¬ 
sets.  Consideration  was  given  to  this  is¬ 
sue  in  the  research  which  led  to  the 
October  5  proposal.  “Special  tooling*’  and 
"special  test  equipment’’  are  defined  in 
Govemmmt  procurement  regulations; 
exiienditures  for  such  assets  are  properly 
charged  against  the  contracts  for  which 
their  acquisition  is  authorized.  The  sug¬ 
gestions  for  modification  of  the  October 
5  proposal  on  this  point  mostly  deal  with 
acquisitions  which  do  not  qualify  as 
“special  tooling”  or  "special  test  equip¬ 
ment.” 

Contractors  do  acquire  assets  which 
are  expected  to  have  techncfiogical  or 
engineering  capabilities  for  long  periods 
but  for  which  the  contractor  does  not 
foresee  any  significant  utility  after  the 
completion  of  a  particular  contract.  Such 
assets  are  not  “special  purpose”  assets. 
Rather  they  are  assets  for  which  the 
contractor  expects  relatively  short  eco¬ 
nomic  service  life  (as  compeared  with  the 
physical  potential) .  Most  suggestions  for 
a  change  in  the  standard  at  this  point 
seemed  to  be  based  on  the  belief  that 
these  assets  should  not  be  capitalized. 
'Hie  standard  being  pnxnulgat^  today 
is  applicable  to  ail  acquisitions;  each 
contractor’s  policy  is  required  to  include 
appropriate  criteria  (e.g.,  estimated  serv¬ 
ice  life  and  economic  usefulness)  for 
identification  of  capitalizable  assets,  in¬ 
cluding  those  which  are  unusual. 

( 13)  Donated  assets.  Some  commenta¬ 
tors  opposed  that  part  of  the  standard 
which  requires  the  capitalization  of  as¬ 
sets  donated  by  the  Government.  These 
commentators  pointed  out  that  such 
treatment  may  eventually  result  in  de¬ 
preciation  charges  to  Government  con¬ 
tracts  and  that  Government  regulations 
today  make  such  depreciation  charges 
unallowable.  Hie  allowability  of  de¬ 
preciation  costs  of  assets  donated  by  the 
Government  will  not  be  influenced  by 
the  requirement  that  such  assets  be 
capitalized. 

(14)  Original  complements  of  low  cost 
equipment.  A  number  of  interested  par¬ 
ties  were  concerned  with  the  concept  of 
original  complement.  Those  who  com¬ 
mented  asserted  that  there  was  an  in¬ 
consistency  in  capitalizing  items  of  little 
value,  that  it  would  be  difficult  to 
identify  or  control  individual  items,  and 
that  alternative  accounting  methods 
were  used  to  achieve  the  same  results  of 
normalization  of  cost  between  periods. 

The  Board’s  prlmciry  purpose  in  re¬ 
quiring  the  capitalization  of  original 
complements  is  to  assure  allocation  of 
Incurred  cost  to  applicable  current  and 
future  accounting  periods.  The  Board 
sees  no  inconsistency  in  this  purpose. 

The  total  original  complement  should 
be  treated  as  a  tangible  capital  asset. 
Therefore,  the  Board  expects  that  a  con¬ 
tractor  will  identify  and  control  the 
original  complement  as  an  entity  rather 
than  account  separately  for  each  indi¬ 
vidual  item  which  comprises  the  total 
complement. 

The  Board  recognizes  that  several 
methods  are  used  to  distribute  the  cost 
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of  original  complements  to  future  ac- 
coxmting  periods:  (1)  Treating  the  com¬ 
plement  as  a  tangible  capital  asset  sub¬ 
ject  to  depreciation,  (2)  treating  the  cost 
as  a  deferred  charge,  or  (3)  treating  the 
original  complement  as  an  inventoriable 
asset.  A  standard  on  depreciation  is  ex¬ 
pected  to  prescribe  acceptable  meth¬ 
ods  for  charging  the  cost  of  original  cwn- 
plements  to  accounting  periods;  the 
standard  being  prwnulgated  today  re¬ 
quires  that  the  complement  be  capital¬ 
ized. 

( 15)  Asset  accountability  unit.  A  num¬ 
ber  of  interested  parties  indicated  prob¬ 
lems  with  both  the  concept  and  defini¬ 
tion  of  a  retirement  unit  as  published  in 
the  October  proposal.  The  term  retire¬ 
ment  unit  has  been  changed  to  “Asset 
Aocountabllity  Unit”  which  the  Board 
believes  to  be  more  descriptive  of  the 
concept  actually  applied  in  identifying 
components  of  major  assets.  These  iinits, 
to  the  maximum  extent  practical,  should 
be  identified  and  separately  capitalized 
upon  acquisition  and,  whether  or  not 
they  have  been  previously  separately 
capitalized,  they  should  be  removed  from 
the  asset  accounts  when  disposed  of.  Re¬ 
placement  units  should  also  be  capital¬ 
ized. 

(16)  Application  of  the  standard.  Sev¬ 
eral  universities  commented  that  the  pro¬ 
posed  Standard  should  not  apply  to 
them  because  universities  generally  do 
not  use  depreciation  techniques.  Under 
existing  procurement  regulations,  uni¬ 
versities  are  entitled  to  a  use  allowance 
for  fixed  assets  in  lieu  of  a  depreciation 
charge.  The  Board  believes  that  the 
Standard  on  Capitalization  is  applicable 
to  universities  and  others  in  determining 
capitalized  cost  for  computation  of  use 
allowances  or  similar  purposes  and  for 
Identifying  those  items  which  are  not 
appropriate  for  current  charges.  There¬ 
fore,  no  exemptions  are  provided  for  by 
this  Standard. 

There  is  also  being  published  today 
(38  FR  5318)  and  amendment  to  Part 
400,  Definitions,  to  incorporate  in  that 
part  the  words  and  phrases  defined  in 
S  404.30  of  the  'Standard. 

Sec. 

404.10  General  applicability. 

404.20  Purpose.. 

404.30  Definitions. 

404.40  Fundamental  requirement. 

404.60  Techniques  for  application. 

404.60  Illustrations. 

404.70  Exemptions. 

404.80  Effective  date. 

Authoritt:  84  Stat.  796,  sec.  103,  60  U.S.C. 
App.  2168. 

§  4#4.10  General  applirability. 

This  Standard  shall  be  used  by  defense 
contractors  and  subcontractors  under 
Federal  contracts  entered  into  after  the 
effective  date  hereof  and  by  all  relevant 
Federal  agencies  in  estimating,  accumu¬ 
lating,  and  reporting  costs  in  connection 
with  the  pricing,  administration,  and 
settlement  of  all  negotiated  prime  con¬ 
tract  and  subcontract  national  defense 
procurements  with  the  United  States  In 
excess  of  $100,000,  other  than  contracts 


or  subcontracts  where  the  price  negoti¬ 
ated  is  based  on  (a)  established  catalog 
or  market  prices  of  commercial  items 
sold  in  substantial  quantities  to  the  gen¬ 
eral  public,  or  (b)  prices  set  by  law  or 
regulation. 

§  404.20  Purpose. 

This  Standard  requires  that,  for  pur¬ 
poses  of  cost  measurement,  contractors 
establish  and  adhere  to  policies  with  re¬ 
spect  to  capitalization  of  tangible  assets 
which  satisfy  criteria  set  forth  herein. 
Normally,  cost  measurements  are  based 
on  the  concept  of  enterprise  continuity; 
this  concept  implies  that  major  asset  ac¬ 
quisitions  will  capitalized,  so  that  the 
cost  applicable  to  current  and  future 
accounting  periods  can  be  allocated  to 
cost  objectives  of  those  periods.  A  capi¬ 
talization  policy  in  accordance  with  this 
Standard  will  facilitate  measurement  of 
costs  consistently  over  time. 

§  404.30  Definitions. 

(a)  The  following  definitions  of  terms 
which  are  prominent  in  this  Standard 
are  reprinted  from  Part  400  of  this  chap¬ 
ter  for  convenience.  Other  terms  which 
are  used  in  this  Standard  and  are  defined 
in  Part  400  of  this  chapter  have  the 
meanings  ascribed  to  them  in  that  part 
unless  the  text  demands  a  different  defi¬ 
nition  or  the  definition  is  modified  in 
paragraph  (b)  of  this  section: 

(1)  Asset  accountability  unit.  A  tan¬ 
gible  capital  asset  which  is  a  component 
of  plant  and  equipment  that  is  capital¬ 
ized  when  acquired  or  whose  replacement 
is  capitalized  when  the  unit  is  removed, 
transferred,  sold,  abandoned,  demolished, 
or  otherwise  disposed  of. 

(2)  Original  complement  of  low  cost 
equipment.  A  group  of  items  acquired 
for  the  initial  outfitting  of  a  tangible 
capital  asset  or  an  operational  imit,  or 
a  new  addition  to  either.  The  items  in 
the  group  individually  cost  less  than 
the  minimum  amount  established  by  the 
contractor  for  capitalization  for  the 
classes  of  assets  acquired  but  in  the  ag¬ 
gregate  they  represent  a  material  invest¬ 
ment.  The  group,  as  a  complement,  is 
expceted  to  be  held  for  continued  service 
beyond  the  current  period.  Initial  out¬ 
fitting  of  the  unit  is  completed  when 
the  unit  is  ready  and  available  for  nor¬ 
mal  operations. 

(3)  Repairs  and  maintenance.  Main¬ 
tenance  is  the  regularly  recurring  activ¬ 
ity  of  keeping  assets  in  normal  or  ex¬ 
pected  operating  condition.  Repair  is  the 
activity  of  putting  them  back  into  nor¬ 
mal  or  expected  operating  condition.  The 
total  endeavor  to  obtain  the  expected 
service  during  the  life  of  tangible  capital 
assets  is  generally  called  repairs  and 
maintenance. 

(4)  Tangible  capital  assets.  Assets 
that  have  physical  substance,  more  than 
minimal  value,  and  are  expected  to  be 
held  by  an  enterprise  for  continued  use 
or  possession  beyond  the  current  ac¬ 
counting  period  for  the  services  they 
yield. 

(b)  The  following  modifications  of 
definitions  set  forth  in  Part  400  of  this 


chapter  are  applicable  to  this  Standard: 
None. 

§  404.40  Fundamental  requirement. 

(a)  The  acquisition  cost  of  tangible 
capital  assets  shall  be  capitalized.  Capi¬ 
talization  shall  be  based  upon  a  written 
policy  that  is  reasonable  and  consistently 
applied. 

(b)  The  contractor’s  policy  shall  des¬ 
ignate  economic  and  physical  character¬ 
istics  for  capitalization  of  tangible 
assets. 

(1)  The  contractor’s  policy  shall  des¬ 
ignate  a  minimum  service  life  criterion, 
which  shall  not  exceed  2  years,  but  which 
may  be  a  shorter  period.  The  policy  shall 
also  designate  a  minimum  acquisition 
cost  criterion  which  shall  not  exceed 
$500,  but  which  may  be  a  smaller 
amount. 

(2)  The  contractor’s  policy  may  desig¬ 
nate  other  specific  characteristics  which 
are  pertinent  to  his  capitalization  policy 
decisions  (e.g.,  class  of  asset,  physical 
size,  identifiability  and  controllability, 
the  extent  of  integration  or  independ¬ 
ence  of  constituent  units) . 

(3)  The  contractor’s  policy  shall  pro¬ 
vide  for  identification  of  asset  account¬ 
ability  iinits  to  the  maximum  extent 
practical. 

(4)  The  contractor’s  policy  may  desig¬ 
nate  higher  minimum  dollar  limitations 
for  original  complement  of  low  cost 
equipment  and  for  betterments  and  im¬ 
provements  than  the  limitation  estab¬ 
lished  in  accordance  with  paragraph  (b) 
(1)  of  this  section,  provided  such  higher 
limitations  are  reasonable  in  the  con¬ 
tractor’s  circumstances. 

(c)  Tangible  assets  shall  be  capital¬ 
ized  when  both  of  the  criteria  in  the 
contractor’s  policy  as  required  in  para¬ 
graph  (b)(1)  of  this  section  are  met, 
except  that  assets  described  in  para¬ 
graph  (b)  (4)  of  this  section  shall  be 
capitalized  in  accordance  with  the  cri¬ 
teria  established  in  accordance  with  that 
paragraph. 

(d)  Costs  incurred  subsequent  to  the 
acquisition  of  a  tangible  capital  asset 
which  result  in  extending  the  life  or  in¬ 
creasing  the  productivity  of  that  asset 
(e.g.,  betterments  and  improvements) 
and  which  meet  the  contractor’s  estab¬ 
lished  criteria  for  capitalization  shall  be 
capitalized  with  appropriate  accounting 
for  replaced  asset  accountability  units. 
However,  costs  incured  for  repairs  and 
maintenance  to  a  tangible  capital  asset 
which  either  restore  the  asset  to,  or 
maintain  it  at,  its  normal  or  expected 
service  life  or  production  capacity  shall 
be  treated  as  costs  of  the  current  period. 

§  404.50  Technicfues  for  application. 

(a)  The  cost  to  acquire  a  tangible 
capital  asset  includes  the  purchase  price 
of  the  asset  and  costs  necssary  to  pre¬ 
pare  the  asset  for  use. 

(1)  The  purchase  price  of  an  asset 
shall  be  adjusted  to  the  extent  practical 
by  premiums  and  extra  charges  paid  or 
discounts  and  credits  received  which 
properly  reflect  an  adjustment  in  the 
purchase  price. 
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(1)  Purchase  price  Is  the  consideration 
given  in  exchange  for  an  asset  and,  is 
determined  by  cash  paid,  or  to  the  extent 
payment  is  not  made  In  cash,  in  an 
amount  equivalent  to  what  would  be  the 
cash  price  basis.  Where  this  amount  is 
not  available,  the  purchase  price  is  deter¬ 
mined  by  the  currwit  value  of  the  con¬ 
sideration  given  in  exchange  for  the 
asset.  For  example,  current  value  for  a 
credit  instrument  is  the  amoimt  imme¬ 
diately  required  to  settle  the  obligation 
or  the  amoimt  of  money  which  might 
have  been  raised  directly  through  the  use 
of  the  same  instrument  employed  in 
making  the  credit  purchase.  The  current 
value  of  an  equity  security  is  its  market 
value.  Market  value  is  the  current  or  pre¬ 
vailing  price  of  the  security  as  indicated 
by  recent  market  quotations.  If  such 
values  are  unavailable  or  not  appropriate 
(thin  market,  volatile  price  movement, 
etc.),  an  acceptable  alternative  is  the 
fair  value  of  the  asset  acquired. 

(ii)  Donated  assets  which,  at  the  time 
of  receipt,  meet  the  ccmtractor’s  criteria 
for  capitalization  shall  be  capitalized  at 
their  fair  value  at  that  time. 

(2)  Costs  necessary  to  prepare  the  as¬ 
set  for  use  include  the  cost  of  placing  the 
asset  In  location  and  bringing  the  asset 
to  a  condition  necessary  for  normal  or 
expected  use.  Where  material  in  amoimt, 
such  costs,  including  initial  Inspection 
and  testing,  Instsdlation  and  similar  ex¬ 
penses,  shall  be  capitalized. 

(b>  Tangible  capital  assets  constructed 
or  fabricated  by  a  contractor  for  its  own 
use  shall  be  capitalized  at  amounts  which 
Include  all  indirect  costs  properly  allo¬ 
cable  to  such  assets.  This  requires  the 
capitalization  of  general  and  administra¬ 
tive  expenses  when  such  expenses  are 
identifiable  with  the  constructed  asset 
and  are  material  in  amount  (e  g.,  when 
the  in-house  construction  effort  requires 
planning,  supervisory,  or  other  signifi¬ 
cant  effort  by  officers  or  other  personnel 
whose  salaries  are  regularly  charged  to 
general  and  administrative  expenses). 
When  the  constructed  assets  are  iden¬ 
tical  with  or  similar  to  the  contractor’s 
regular  product,  such  assets  shall  be  cap¬ 
italized  at  amounts  which  Include  a  full 
share  of  indirect  costs. 

(c)  In  circumstances  where  the  ac¬ 
quisition  by  purchase  or  donation  of  pre¬ 
viously  used  tangible  capital  assets  is  not 
an  arm’s  length  transaction,  acquisition 
cost  shall  be  limited  to  the  capitalized 
cost  of  the  asset  to  the  owner  who  last 
acquired  the  asset  through  an  arm’s- 
length  transaction,  reduced  by  deprecia¬ 
tion  charges  from  date  of  that  acquisi¬ 
tion  to  date  of  gift  or  sale. 


(d)  Under  the  “purchase  method’’  of 
accounting  for  business  combinations, 
acquired  tangible  capital  assets  shall  be 
assigned  a  portion  of  the  cost  of  the  ac¬ 
quired  company,  not  to  exceed  their  fair 
value  at  date  of  acquisition.  Where  the 
fair  value  of  identifiable  acquired  assets 
less  liabilities  assiuned  exceeds  the  pur¬ 
chase  price  of  the  acquired  company  in 
an  acquisition  under  the  “purchase 
method,”  the  value  otherwise  assignable 
to  tangible  capital  assets  shall  be  reduced 
by  a  proportionate  part  of  the  excess. 

(e)  Under  the  “pooling  of  interest 
method”  of  accoimting  for  business  com¬ 
binations.  the  values  established  for  tan¬ 
gible  capital  assets  for  financial  account¬ 
ing  shall  be  the  values  used  for  deter¬ 
mining  the  cost  of  such  assets. 

(f)  Asset  accountability  units  shall  be 
identified  and  separately  capitalized  at 
the  time  the  assets  are  acquired.  How¬ 
ever,  whether  or  not  the  contractor  iden¬ 
tifies  and  separately  capitalizes  a  imlt 
initially,  the  contractor  shall  remove  the 
unit  from  the  asset  accounts  when  it  is 
disposed  of  and,  if  replaced,  its  replace¬ 
ment  shall  be  capitalized. 

§  404.60  niufltrations. 

(a)  Illustrations  of  costs  which  must 
he  capitalized.  (1)  Contractor  has  an  es¬ 
tablished  policy  of  capitalizing  tangible 
assets  which  have  a  service  life  of  more 
than  1  year  and  a  cost  of  $1,000.  The  con¬ 
tractor’s  policy  must  be  mcidified  to  con¬ 
form  to  the  $500  policy  limitation  on 
minimum  acquisition  cost  established  by 
the  Stsmdard. 

(1)  Contractor  acquires  a  tangible 
capital  asset  with  a  life  of  18  months  at 
a  cost  of  $600.  Tlie  Standard  requires 
that  We  asset  be  capitalized  in  compli¬ 
ance  with  contractor’s  pcdlcy  as  to  serv¬ 
ice  life. 

"  (il)  Contractor  acquires  a  tangible  as¬ 
set  with  a  life  of  18  m(»iths  at  a  cost 
of  $450.  The  asset  need  not  be  capitalized 
unless  the  c<Mitractor’s  revised  policy 
establishes  a  minimiun  cost  criterion 
below  $450. 

(2)  Contractor  has  an  established  pol¬ 
icy  of  capitalizing  tangible  assets  which 
have  a  service  life  of  more  than  1  year 
and  a  cost  of  $250.  Contractor  acquires 
a  tangible  asset  with  a  life  of  18  months 
and  a  cost  of  $300.  The  Standard  re¬ 
quires  that  based  upon  contractor’s 
policy  the  asset  be  capitalized. 

(3)  Contractor  establishes  a  major 
new  production  facility.  In  the  process, 
a  number  of  large  and  small  items  of 
equipment  were  acquired  to  outfit  it.  The 
contractor  has  an  established  policy  of 
capitalizing  individual  items  of  tangi¬ 
ble  assets  which  have  a  service  life  of 


over  1  year  and  a  cost  of  $500,  and  all 
items  meeting  these  requirements  were 
ciqjitalized.  In  addition,  the  contractor’s 
p<^cy  requires  capitalization  of  an  origi¬ 
nal  complement  which  has  a  service  life 
of  over  1  year  and, a  cost  of  $5,000. 
Items  of  durable  equipment  acquired  for 
the  production  facility  costing  less  than 
$500  each  aggregated  $50,000.  Based  upon 
the  ccmtractor’s  policy,  the  durable 
equipment  items  miist  be  capitalized  as 
the  original  complement  of  low  cost 
equipment.  (The  concept  of  original 
complement  applies  to  such  items  as 
books  in  a  new  library,  impact  wrenches 
in  a  new  factory,  work  benches  and  racks 
in  a  new  production  facility,  or  furniture 
and  fixtures  in  a  new  office  building.) 

(4)  Contractor  has  an  established 
policy  for  treating  Its  heavy  presses  and 
their  power  supplies  as  separate  asset  ac¬ 
countability  units.  A  power  supply  is 
reined  during  the  service  life  of  the 
related  press.  TTie  Standard  requires 
that,  based  upon  the  contractor’s  p<dicy, 
the  new  power  supply  be  capitalized  with 
appropriate  accounting  for  the  replaced 
imit. 

(b)  Illustrations  of  costs  which  need 
not  he  capitalized.  (1)  The  contractor 
has  an  established  policy  of  capitalizing 
tangible  assets  which  have  a  service  life 
of  2  years  and  a  cost  of  $500.  The  con¬ 
tractor  acquires  an  asset  with  a  useful 
life  of  18  months  and  a  cost  of  $5,000. 
The  tangible  asset  should  be  expensed 
because  It  does  not  meet  the  2  year 
criterion. 

(2)  The  contractor  establishes  a  new 
assembly  line.  In  outfitting  the  line,  the 
contractor  acquires  $5,000  of  small  tools. 
On  similar  assembly  lines  under  simi¬ 
lar  conditions,  the  original  complement 
of  small  tools  was  expensed  because  the 
complement  was  replaced  annually  as  a 
result  of  loss,  pilferage,  breakage,  and 
physical  wear  and  tear.  Because  the  imit 
of  original  complement  does  not  meet 
the  contractor’s  service  life  criterion  for 
capitalization  (1  year),  the  small  tools 
may  be  expensed. 

§  404.70  Exemptions. 

None  for  this  Standard. 

§  404.80  Effective  date. 

Tlie  effective  date  of  this  Standard  is 
(reserved).  The  Standard  shall  be  ap¬ 
plied  to  accrued  expenditures  for  acquisi¬ 
tion  of  tangible  capital  assets  during  the 
contractor’s  next  fiscal  year  beginning 
on  or  after  October  1,  1973. 

Arthur  Schoenhaut, 
Executive  Secretary. 
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